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General Business Conditions 





HE past Summer has given convinc- 

ing evidence of business recovery 

and few persons now have any doubts 

about business being good this Fall. 

One industry after another has been 
falling in line with the better trend, so that 
while some unsatisfactory spots can still be 
found, general business is unquestionably get- 
ting back rapidly to a normal footing. Again 
the country’s recuperative powers have 
been underestimated, and revival has come 
more swiftly and vigorously than even the 
optimistic had anticipated. Incidentally, an- 
other demonstration has been furnished of the 
fallacy that presidential years are necessarily 
bad years for business. 


One reason for the general feeling of con- 
fidence is the harvesting of exceptionally fine 
crops. Nature has been working a veritable 
miracle in the agricultural regions. From a 
backward and discouraging beginning, the 
agricultural season has rounded out in fine 
shape, and what threatened at first to be a 
season of shortage has developed into a sea- 
son of unusual abundance. On May 1 the 
Winter wheat crop was estimated at 479,000,- 
000 bushels, 74,000,000 bushels short of last 
year’s crop, and Spring wheat was an un- 
known quantity. By August 1, however, 
thanks to unusually favorable growing con- 
ditions, it was apparent that we had a Winter 
wheat crop of 579,000,000 bushels, which, to- 
gether with 312,000,000 bushels of Spring 
wheat, brings the total yield to 891,000,000 
bushels, an increase of 18,000,000 bushels over 
last year and the third biggest crop on record. 


Corn added 300,000,000 bushels to its total 
between the July and August estimates and, 
topping well over 3,000,000,000 bushels, prom- 
ises to be close to the previous record. Barley 
is a record crop, oats are above the average, 
and rye, though decreased from last year, is 
much improved from previous months. All 
in all, the leading grain crops showed a gain 
of 550,000,000 bushels for the month of July 
alone, and an estimated increase over last 
year amounting to 570,000,000 bushels. Good 


Economic Conditions 
Governmental Finance 
United States Securities 


we fork, . September, 1928 


(23 
we } 


AN ‘ ws Wd 
minor, cropsrare likéwise reported, with pota- 
toes at“a.new-fecord, apparently in excess 
of 460,000,000 bushels. 

Naturally, these drastic changes in produc- 
tion prospects have had a marked effect on 
prices. Last May much of our Winter wheat 
looked like a failure, weather was unpropi- 
tious in the Northwest and in Canada, and 
European crops were backward. It looked 
as though the world might find itself short 
of wheat during the coming season and the 
price in the Chicago market touched as high 
as $1.67 for the September delivery. Since 
then, however, the situation has undergone 
a great change. Our own crop has turned 
out to be a good one. Canada is harvesting 
the biggest crop she ~ever had—between 


500,000,000 and 550,000,000 bushels. In Europe 


conditions have likewise improved, and the 
outturn there is now expected to be somewhat 
greater than that of last year. Thus the north- 
ern hemisphere has definitely larger supplies 
of wheat in sight than a year ago, while re- 
ports from the southern hemisphere, which 
will become increasingly important hencefor- 
ward, indicate acreage increases in both 
Argentina and Australia. Offsetting in part 
the larger supplies of wheat are probable de- 
creases in the European crops of rye and pota- 
toes, likewise the fact that world wheat con- 
sumption is steadily increasing, due to the 
increase of population and improved purchas- 
ing power, but even so it is clear that 
justification for scarcity values no longer ex- 
ists and prices accordingly have had a big 
recession, as represented by the present Chi- 
cago quotation of around $1.10 for September. 
Similarly, December corn under weight of 
increasing prospective supplies, has dropped 
from an early season peak of 93% cents to 
around 73 cents, oats have fallen from 50 cents 
to 37% cents, and rye from $1.27 to 96 cents. 
These declines in prices have been disap- 
pointing to producers, and there have been 
as usual some complaints of speculative 
manipulation in the grain markets, but the 
facts are open to all and it is clear that the 
course of prices has been governed by the law 
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of supply and demand. Obviously, the price 
levels established during a period of antici- 
pated shortage could not be expected to hold 
over into a period of abundance. 

Despite the decline in grain prices, all cal- 
culations indicate that the farmers’ purchasing 
power should be large this year, and business 
correspondingly benefited. Yields have been 
so uniformly good that while the farmer will 
get less per bushel for his grain than a year 
ago he will be compensated by the fact that he 
has more bushels to sell. Farm production 
costs, moreover, are being steadily lowered by 
the growing use of mechanical equipment. Of 
still greater importance, however, in promoting 
farm prosperity despite the lowering of grain 
prices is the fact that practically all the other 
leading farm products are continuing to bring 
good prices. Dairy products and poultry, 
which in 1926 accounted for 32 per cent of the 
total value-of farm production, are all of them 
selling at profitable levels, in most cases 
higher than a year ago, Cattle are close to the 
peace-time record and hogs are likewise 
bringing high prices, some $2.80 a hundred- 
weight more than at this time last year. 
Inasmuch as the feed crops are chiefly mar- 
keted on the hoof the high prices of animal 
products are an offsetting factor to the lower 
level of feed grains. 


Cotton and Cotton Prices 


The cotton market has been under pressure 
during the past month, prices for the new 
crop months getting down close to the 18 cent 
level at which they showed a loss of nearly 
2 cents since the latter part of July. With 
conditions in the textile industry continuing 
unsatisfactory both here and abroad, traders 
have been apprehensive of the size of the 
coming crop. Cotton consumption in this 
country during July showed a large decrease 
and was the smallest of any month since July 
1924, while the number of active spindles was 
the smallest of any month since the publica- 
tion of these statistics was commenced in 
1912. Reports from the textile centers in 
Europe have continued discouraging and our 
exports of raw cotton to foreign ports during 
July were the smallest since August last year. 

The announcement on August 10 by the De- 
partment of Agriculture of its estimate of the 
crop as of August 1 placing the total at 14,291,- 
000 bales in the face of private estimates rang- 
ing half a million bales or more higher resulted 
in a temporary spurt of 1 to 1% cents a pound 
in the price, but this advance was soon lost, 
as the trade has not been disposed to accept 
the Department’s estimate. The majority of 
opinion apparently still clings to the belief 
that the crop will approximate closer to 
15,000,000 bales, which amount, together with 
a carryover of 5,000,000 bales, would give a 
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total supply of 20,000,000 bales. This compares 
with a consumption in this past year estimated 
by the statisticians at from about 15,000,000 to 
15,700,000 bales, and would mean that this 
year’s crop was about an offset to the past 
year’s production, leaving the carry-over stock 
practically unchanged. Five million bales is a 
carry-over not likely to be exhausted in one 
year, hence the estimate may be considered 
bearish rather than bullish, but with world 
consumption increasing it should not be re- 
garded as a really depressing situation. Be- 


cause of the variance between the official and 
private opinion there will be unusual interest 
in the Government’s September report which 
if it confirms the previous estimate, may bring 
about a considerable advance in prices, 


Iadustry and Trade 


Manufacturing and distribution have been 
unusually well sustained during the summer 
months. Factory employment in New York 
State showed less than the usual mid-summer 
drop, due principally to activity in the ma- 
chinery and electrical apparatus industries and 
in automobile and automobile parts and the 
shoe factories. The Federal Reserve Board’s 
index of industrial production, which in the 
summer of 1927 was pointed downward, rose 
slightly between June and July this year and 
in the latter month was 4% higher than in 
July last year. Similarly, the Electrical 
World’s Index of industrial consumption of 
electrical power rose 3.3% from June to July 
and was 8.7% higher than in July last year. 
Though final returns on production in gen- 
eral for the month of August are not yet 
available, weekly returns from various indus- 
tries indicate no diminution in the rate of 
output. Thus far the statistics of railway 
car loadings have not shown consistent in- 
creases over a year ago, but if business con- 
tinues to improve as heretofore, the heavier 
merchandise movement, together with the 
large crops to be hauled to market, must in- 
evitably be reflected in the traffic figures. 


Corporation Earnings Make Good Showing 


Corporation reports available for the first 
half year have made in general a favorable 
impression and are responsible for a good deal 
of the confident feeling about business. Of 
325 industrial and merchandising corporations 
publishing regular statements whose figures 
have been tabulated by this bank, 192 show 
net earnings for the half year in excess of 
those in the first half of 1927 as against 133 
which showed earnings less than last year. 
For all companies combined the aggregate net 
earnings were 214% greater than those in the 
first half of last year. When it is considered 
that henceforward the comparisons will be 
with the progressively poorer figures of the 
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third and fourth quarters of a year ago, it is 
apparent that the outlook for 1928 final profits 
is decidedly encouraging. 

Public utility companies continued to record 
gains during the first six months of 1928, while 
railway net earnings fell back 2.1% due to 
loss in traffic and to higher expenses, chiefly 
in the form of increased wages. That the rails, 
however, may make a better showing during 
the third and fourth quarters is suggested by 
the better traffic outlook and by the indica- 
tions that the roads have been able to effect 
further reductions in expenditures. As we 
go to press 56 class 1 railways have thus far 
reported earnings for July, and these show 
that with but a fraction of a percentage gain 
in gross revenues over July last year these 
roads were able to report a gain of 10.7% in 
net. 

Following is a table which compares cor- 
poration earnings, by groups, of major in- 
dustries, during the first six months of 1927 
and 1928: 


CORPORATION SEMI-ANNUAL PROFITS 
(000s Omitted) 

Num- % 
Industry 1927 1928 Change 
Amusements 6,667 $ 7,891 +18.4 
Apparel, etc. Z 4,168 3,290 —21.0 
Automobile & Truck a : . 22.6 
Auto Accessories a 35.8 
Building Materials .............. 5 —16.0 
Chemicals & Drugs +25.9 
1 —41.6 





es 
= 
o 





7 Electrical Equip. .. 
Flour & Bakery 
Food Products .... 


= bo 


BO] poops | Stee} GOT bo com 190 90 CORO ORS 
CO] mT | CONOTIC: AHMWOOUINAHOOCN OCU" 


Leather & Sh0e€S .....ss000 
Lumber & Furniture 
Machine 
Merchandising ....... i 
Non-Ferrous Metal: . 
Office & Home Appliances 
7 Paper 
Petroleum 
Printing & Publishin 
Railway Equip. 
Rubber Products 
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7,985 
23,866 
677,001 





325 Total Mfg. & Mdse. 
95 Public Utilities 
184 Railroads ....cccccesees 


604 GRAND TOTAL 


D- Deficit. 
* After inventory adjustments. 


694,031 
391,337 428,767 
472,998 462,025 


$1,541,336 $1,584,823 
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Steel and Steel Consuming Industries 


Reports from the country’s major industries 
are generally of cheerful character, with the 
steel and automobile industries showing a 
most promising condition. The steel trade 
gives evidence of a sustained demand in all 
departments, production is increasing and the 
mills are operating on an average of around 75 
per cent of capacity compared with 70 per cent 
at the summer low point, and 68 per cent a 
year ago. What is equally pleasing to the 
trade, prices, which have long been the sore 
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point, are showing a decided firmer tendency. 
Apparently consumption has caught up with 
production and the outlook for the months 
immediately ahead is viewed as increasingly 
good. 

Of the heavy steel consuming industries, 
the automobile business looks for continued 
activity and a new high level of production 
for the year. July output of passenger cars 
and trucks was 46 per cent ahead of July last 
year, and August production will un- 
doubtedly overtop last August by a wide 
margin. Factory employment at Detroit is 
establishing new high records weekly, reflect- 
ing principally the expanding operations of 
the Ford plant, where production is now said 
to be around 4,000 cars daily and is expected 
to be up to capacity by December 1, In the 
automotive accessory industry July was a rec- 
ord month, and the expectations are that 
August and September will prove to be even 
busier. 

Of the other steel consuming industries, 
building keeps up at a high rate, despite ap- 
prehensions that continued high money may 
eventually affect building operations unfavor- 
ably. During July the value of new contracts 
awarded throughout the country amounted to 
$583,000,000, an increase of 9 per cent over the 
total awarded in July last year. For the first 
seven months of the year the country’s new 
building contract record totals $4,028,000,000, 
the largest ever reached in a similar period 
and a gain of 8 per cent over the first seven 
months of 1927. 


Miscellaneous Industries 


Conditions in the non-ferrous metals market 
have undergone marked improvement in recent 
months. Copper continues firm at 1434 cents 
delivered Connecticut Valley, the price being 
supported by a strong statistical position. 
Production has been kept under control and 
stocks of the refined metal at the end of July 
were down to less than two weeks’ supply, the 
lowest touched since the compilation of these 
statistics was begun, Demand for lead has re- 
cently been the most active since March, and 
this, together with a reduction in refined stocks 
during July, has been reflected by an advance 
in the price from 6.20 cents to 6.40 New York. 
Zinc likewise continues firm, with stocks show- 
ing a further reduction during July. 

Tire companies sustained heavy inventory 
losses during the first six months of the year 
on account of the decline in rubber prices, 
but with current production and sales in large 
volume and prospects of comparatively stable 
rubber quotations ahead, the outlook for the 
industry in the last six months is -nore 
favorable. 

Flour millers in the Southwest are reported 
by the Kansas City Federal Reserve Bank to 
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have orders sufficient to continue grinding at 
capacity to the end of the year at least. Can 
manufacturers are counting on good business 
resulting from the heavy vegetable crops. 

The oil industry continues in an improved 
position due to the success of efforts to con- 
trol production by pro-ration agreements. 
Though crude oil stocks are still high, the 
reduction in stocks of gasoline and the rapid 
increase in gasoline consumption have caused 
substantial advances in gasoline prices which 
promise materially better earnings for refin- 
ing and distributing companies. 

Both the cotton and woolen manufacturing 
industries are still in the doldrums with im- 
mediate prospects uncertain. Reference has al- 
ready been made in preceding paragraphs to 
the low level of cotton spinning activity this 
summer, while the recent report of the Ameri- 
can Woolen Company showing a deficit of 
$893,703 for the first six months of this year 
compared with a gain of $822,143 in the corre- 
sponding period of 1927 is eloquent testimony 
to the unsatisfactory conditions that have pre- 
vailed in the woolen trade. 


Money and Banking 





The money and banking situation has under- 
gone little change in the last month, except 
that the midsummer season, when some relax- 
ation of credit demands usually occurs, is now 
past, and the season of greatest annual com- 
mercial demand is at hand. Therefore, there 
is little reason for expecting any further 
liquidation of bank credit in the aggregate, 
or weakening of money rates, in the remainder 
of this year. These developments might come, 
of course, by liquidation on the stock ex- 
change, but the confidence which apparently 
prevails there suggests little probability of 
this, and the rising volume of trade is likely 
to call for an amount of currency and credit 
which will fully counteract any other easing 
influences, including possible gold imports. 

It is no secret that the Reserve authorities 
had hoped that during July and August the 
member banks would be able to lower their 
rediscounts at the Reserve banks in prepara- 
tion for the usual Fall expansion, so that the 
latter would not wholly represent an addition 
to the volume outstanding in May and June, 
which was above that of any corresponding 
period since 1921. In this they have been dis- 
appointed, as the discounts and advances are 
higher now than on June 20, and time money 
rates are decidedly higher. 

It has been said that this constitutes a de- 
feat of Reserve policy, but it is evidence rather 
of temperate use of Reserve power. Moreover, 
the Reserve authorities of course have been 
more interested in checking the absorption of 
credit at the stock exchange than in forcing 
a liquidation of the existing amount, and un- 


questionably brokers’ loans would be much 
higher today but for the firm Reserve policy. 
It should be borne in mind that the primary 
purpose of the Reserve policy is not regulation 
of the stock exchange, but protection of its 
own reserves and the maintenance of stable 
credit conditions for industry and trade. 


Loans of reporting member banks secured 
on stocks and bonds declined from $6,798,- 
000,000 on June 27 to $6,654,000,000 on August 
22, the latest date for which figures are avail- 
able, or by $144,000,000, but in this connection 
it is to be considered that more than this 
amount of such loans was shifted from the 
banks to “other” lenders in the market. It 
should also be noted that the deposits of these 
reporting banks declined from $20,451,000,000 
on June 27 to $19,872,000,000 on August 22, or 
by $579,000,000. Incidental to this loss of 
deposits, the same banks sold $272,000,000 
of investments (bonds) which is an explana- 
tion of weakness in the bond market. 


Reserve Bank Policy 


On July 11 the discount rate of the Reserve 
Bank of Chicago was raised from 44%4% to 5% 
for all classes of paper and maturities, and on 
July 15 the New York and Richmond institu- 
tions adopted the increase. The Boston, Phila- 
delphia, Cleveland, Atlanta, and St. Louis 
institutions have followed, while Minneapolis, 
Kansas City, Dallas and San Francisco retain 
the 414% rate. Aside from the rate increases, 
practically nothing has been done by the Re- 
serve authorities to influence the credit supply. 
Member banks have been free to obtain what 
they wanted at the rates stated, and their bor- 
rowings on August 22, the latest date for 
which figures are available at this writing, 
totalled $1,037,000,000 against $991,000,000 on 
June 20 and $414,157,000 on August 24, 1927. 

These figures are worth noting, because 
many people are under the impression that the 
Reserve banks have been charging much 
higher rates or drastically contracting credit. 
On the contrary, the outstanding fact is that 
notwithstanding an excess of $575,700,000 of 
gold exports over gold imports since Septem- 
ber 1, 1927, the reporting member banks of the 
system held $22,105,600,000 of loans, discounts 
and investments on August 22, 1928, against 
$20,460,000,000 on August 24, 1927, an increase 
in one year of $1,645,000,000, or 8%. This 
was possible only by use of Reserve credit. 

The advances in Reserve discount rates in 
the past year from the abnormally low rate of 
3Y%, first to 4%, then to 444% at the twelve 
banks, and finally to 5% at eight of them, have 
not signified an arbitrary withdrawal of credit, 
but have been only the necessary recognition of 
changed conditions in the money market and 
the decline of their own reserves. Each of the 
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three advances sounded a note of caution to the 
public for a prudent conservation of credit in 
the interest of stable business conditions. 


Eligible and Ineligible Paper 


Inasmuch as we frequently refer to “eligible” 
and “ineligible” paper, in order to make clear 
the distinction between the two classes, we 
give below the paragraph from Section 13 of 
the Federal Reserve Act, which not only de- 
fines the kinds of paper which are acceptable 
for rediscount at a Reserve bank, but de- 
scribes certain kinds which may not be 
rediscounted. Paper of the first class is 
known among bankers as “eligible” and paper 
of the second class as “ineligible.” The para- 
graph from Section 13 reads as follows: 

Upon the indorsement of any of its member banks, 
which shall be deemed a waiver of demand, notice and 
protest by such bank as to its own endorsement ex- 
clusively, any Federal Reserve bank may discount 
notes, drafts, and bills of exchange arising out of 
actual commercial transactions; that is, notes, drafts, 
and bills of exchange issued or drawn for agricultural, 
industrial, or commercial purposes, or the proceeds 
of which have been used, or are to be used, for such 
purposes, the Federal Reserve Board to have the 
right to determine or define the character of the paper 
thus eligible for discount, within the meaning of this 
Act. Nothing in this Act contained shall be construed 
to prohibit such notes, drafts, and bills of exchange, 
secured by staple agricultural products, or other 
goods, wares, or merchandise from being eligible for 
such discount, and the notes, drafts, and bills of 
exchange of factors issued as such making advances 
exclusively to producers of staple agricultural prod- 
ucts in their raw state shall be eligible for such dis- 
count; but such definition shall not include notes, drafts, 
or bills covering merely investments or issued or drawn 
for the purpose of carrying or trading in stocks, bonds, 
or other investment securities, except bonds and notes 
of the Government of the United States, Notes, drafts, 
and bills admitted to discount under the terms of 
this paragraph must have a maturity at the time of 
discount of not more than 90 days, exclusive of grace. 


Paper which is eligible for rediscount at a 
Reserve bank bears a lower rate of interest, 
because the member bank making the loan is 
always able to pass it on at the official discount 
rate, by adding its endorsement. For this en- 
dorsement and service an added charge is made. 

At present Reserve rates, credit should be 
available in any part of the country at 514% to 
6%, upon all paper eligible for rediscount at 
the Reserve banks, and the Reserve authorities 
have no responsibility for rates upon other 
kinds of paper. The Reserve banks were not 
established to supply funds for the call money 
market, or for collateral loans. Such loans 
have a perfectly legitimate place in the money 
market, but all persons who rely upon them 
as a means of financing their speculative or 
investment operations are always on notice that 
Reserve credit is not available for such pur- 
poses, and should make their plans accord- 
ingly. Such borrowers have only themselves 
to blame if they over-estimate the amount of 
money available for their purposes and if in 
a pinch they bid up the rates on each other. 
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The Supply of Bank Credit 


It is probable that erroneous ideas are com- 
monly held as to the volume of Reserve credit 
available in proportion to the total amount 
of bank credit. The aggregate of bank credit 
in use at present is about $54,000,000,000, of 
which only $1,400,000,000 is Reserve credit. 
At the peak of the post-war boom, 1920, when 
the Reserve banks were extended to the limit 
under the Act, the aggregate of all bank credit 
outstanding was about $42,000,000,000, of 
which the average amount supplied by the 
Reserve banks throughout the year was ap- 
proximately 8%. 


The total amount of Reserve credit is neces- 
sarily small in proportion to the sum of all 
bank credit, and for that reason the member 
banks are expected to draw on it for temporary 
uses only. Each member bank is supposed 
to keep its credit commitments within its own 
resources, and not borrow for the purpose of 
lending again, except for temporary or sea- 
sonal needs. In short, the function of the Re- 
serve banks is not to supply additional credit 
for permanent use, but to give a needed degree 
of elasticity to the credit system. Obviously, 
the desired elasticity cannot be maintained 
unless the relatively small fund in the hands 
of the Reserve banks is maintained in the high- 
est degree of liquidity. 


When gold exports began on a large scale 
about a year ago, the direct effect was to 
reduce the lending power eof the member 
banks. This was a development for which 
the member banks could not be held individu- 
ally responsible, and the Reserve banks saved 
them from the necessity of reducing loans by 
purchasing Government bonds in the open 
market, which had the effect of releasing Re- 
serve credit in an amount sufficient to replenish 
the reserves. 


The Reserve authorities, however, have felt 
under no obligations to follow this exceptional 
course in order to make good the reserve defi- 
cits which were evidently due to an increasing 
volume of brokers’ loans, holding that to do 
so would be in contravention of the spirit of 
the Reserve act. It is clear from the para- 
graphs from the Act quoted above that a Re- 
serve bank may not make loans for the pur- 
pose of carrying stocks and bonds, and it 
would be a farce to lend a member bank 
for the purpose of making good a reserve 
deficit caused by loans of that character. 
Moreover, the member banks themselves 
are disinclined to borrow for this purpose, 
not only on account of the fundamental 
objection to going into debt for the pur- 
pose of lending, but because in this case it 
involves giving up eligible collateral for the 
purpose of lending on ineligible collateral. 
To do so evidently weakens a bank’s funda- 
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mental position, and is unsound banking be- 
sides being a misuse of Reserve credit. 

Thus the great Spring expansion of brokers’ 
loans was permitted to have its natural effect 
on the money market, as has been seen. The 
traders have expressed confidence in their 
ability to get what money they want by bid- 
ding up interest rates, and for a time had a 
considerable degree of success. In the last 
three months, however, they have seemed to 
be running around in circles, not wholly 
pleased with the rates of their own making. 


Current Interest Rates and Brokers’ Loans 


The call loan money market was at or above 
6% every day of August, although on the 15th 
and 16th the closing rate eased off, in the first 
instance to 5%4% and in the second to 44%, 
due to large Treasury disbursements, presum- 
ably for bond purchases, 

Time loans on collateral were advanced on 
the 9th from 6 to 644%, and on the following 
day to 614%, where they remain. Commercial 
paper of the best class is 54% to 5Y%%, cus- 
tomers’ commercial loans 5%4%. Bankers’ 
acceptances are quoted unchanged at 454% 
selling price, but the acceptance business has 
been shifting to foreign markets on account 
of lower rates there. Six months’ bills have 
been advanced from 5 to 5%%. 

Brokers’ loans as reported by the member 


banks of New York City to the Federal Re- 
serve Bank of New York, as of the close of 
business on August 22, compare with the first 
statement in August and the peak of the year, 
(June 6), as follows: 


Aug. 22 
Loans for own act...$ 808,873,000 $ 928,000,000 $1,167,000,000 


Aug. 1 June 6 


Out-of-town banks... 1,535,448,000 1,498,000,000  1,642,000,000 
For others. 1,356,810,000  1,833,000,000  1,754,000,000 


Total ncncensnenseneneenn$4,201,131,000 $4,259,000,000 $4,563,000,000 





Changes in Clearing House Rules 
In view of the general advance of market 
rates of interest, the Clearing House took ac- 
tion on August 2, increasing rates of interest 
payable on deposits on and after Monday, 
August 6, 1928 until further notice: 





On Certificates of Deposit payable within 
thirty days from date of issue; and on Cer- 
tificates of Deposit payable within thirty 
days from demand; on Credit Balances pay- 
able on demand; and on Credit Balances 
payable within thirty days from demand 


On Certificates of 
Deposit payable on 
or after thirty 
days from the 
date of issue or 
demand; and on 
Credit Balances 
payable on or af- 
ter thirty days 
from demand 


To Banks, Trust 
Companies and To T 
Private Bankers} Mutual ° 
but excluding Savings Others 
Mutual Sav- Banks 

ings Banks 


2% 2%% | 








2%% 3%% 











The following amendment, altering the 
charge for lending money for customers was 
adopted, to become effective as to call loans 
September 1, 1928, and as to time loans forth- 
with: 


Amend Section 5 of Article XI so that it 
shall be as follows: 

Section 5 (a): Every member of this Association 
(and every non-member clearing through a member) 
acting for a bank, banker or trust company in mak- 
ing or attending to the service of any loan secured 
in whole or in part by stocks and/or bonds and/or 
acceptances, shall charge and collect for so doing 
not less than five per centum of the amount received 
for interest or discount upon such loan, whether made 
in its own name or otherwise. 

Add the following section: 


Section 5 (b): Except as provided in Section 5 (a), 
every member of this Association (and every non- 

ember clearing through a member) acting for an- 
other, whether in its own name or otherwise, in 
making or attending to the service of any loan secured 
in whole or in part by stocks and/or bonds and/or 
acceptances, shall charge and collect for so doing not 
less than at the rate of one-half of one per cent per 
annum upon the amount of such loan during the 
period it shall remain in effect; furthermore, no loan, 
or participation in a loan, shall be made, or the serv- 
ice thereof attended to, under the provisions of this 
Section 5 (b) unless the amount thereof be $100,000 
or multiples thereof. 


It is not supposed that these changes will 
materially affect the amount of money loaned 
by the banks for their patrons, 


The service of loaning money in the market 
developed originally as a favor to highly valued 
customers, but, as is usual with favors, under 
the stress of, competition was extended until 
it became a serious burden. The loans require 
unremitting attention during the time they are 
outstanding, by an experienced and competent 
staff. The service has not been adequately 
compensated in the past, and the increasing 
number of small loans has called for some 
action in regard to them. In view of the growth 
of the volume of transactions the changes have 
been made for the purpose of placing the serv- 
ice on a reasonable compensatory basis. 


The bankers have been represented as criti- 
cising corporations for lending money in the 
market, and as prompted thereto by their own 
loss of business. An argument over the mo- 
tives behind an action is seldom worthwhile; 
a proposition in question must be judged upon 
its merits. Of course, the right of any one to 
lend money in the call or time market has 
not been questioned. The bankers of New 
York, however, know by experience that 
whether their own loans in the street are large 
or small they cannot escape a degree of con- 
cern and responsibility for the New York 
money market. What happens in it may affect 
business generally, not only in New York but 
throughout the country and beyond, and they 
are too close to the situation to be indifferent 
to what happens. In the nature of the situation 
no such concern or responsibility can be felt 
by a multitude of lenders located in all parts 
of this country and in other countries. They 
could not act in an organized manner if they 
wanted to, and there is no reason for expecting 
them to do other than suit their convenience 
about when their individual funds shall be 


138 





withdrawn. Conceding that the lending corpo- 
rations are rich and prosperous, money-lend- 
ing is not primarily their business, and it is 
not to be supposed that they have supplied 
themselves with a large amount of surplus 
funds for that purpose. Their lending is inci- 
dental and presumably subordinate to the 
needs and policies of their regular businesses, 
and although it has assumed large proportions 
under exceptional circumstances, there is not 
the diversity of resources and conditions be- 
hind the supply which the banking system 
possesses, or the means for dealing with emer- 
gency conditions. 

The ideal of a credit system is that of a 
unified system, headed by the Federal Reserve 
banks and to a degree under their guidance 
and influence, which will tend to limit the 
extremes of credit expansion and contraction 
to which the country has been subject in the 
past, and which have been the chief cause of 
corresponding periods of speculative extrava- 
gance and resulting business depressions. This 
ideal is only partially realized in the Federal 
Reserve organization, for an important pro- 
portion of the banks are not in the system. 
The tendency to make available large sums 
in the call market from other sources than 
the banks obviously weakens to that additional 
extent the influence of the Reserve authorities. 
These are the considerations related to the 
growth of the collateral loan market in New 
York—with three-fourths of the business in 
call loans, and an increasing proportion of 
loans by “others”—which bankers have thought 
worthy of comment. Everybody is at liberty 
to give such weight to them as he thinks 
proper, and it should go without saying that 
the only interest entitled to consideration in 
this connection is the public interest in stable 
business conditions. 


The Presc=t Credit Citzation 

Interest rates in the United States are high 
only in comparison with the abnormally low 
rates which have prevailed here in recent 
years, and which resulted from the continued 
reinforcement of bank reserves by gold im- 
ports. We have said enough in other dis- 
cussions of the subject about the extent to 
which the available supply of credit has been 
multiplied upon the basis of increasing re- 
serves, and will not go into those details again. 
The change which has come over the credit 
situation cannot be realized, however, without 
an understanding of this factor. Reserves are 
no longer increasing. The economic recovery 
of Europe and re-establishment of sound cur- 
rencies have stopped the transfer of funds to 
this country for safekeeping, and the restora- 
tion of the gold standard over the world has 
made it necessary for all central banks to 
strive individually for their share of the gold 
supplies. The effects of stable currencies and 
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exchange rates are to place the world upon a 
common basis of values, and bring about a 
general adjustment of value relations and in- 
terest rates to correspond. When the equili- 
brium is reestablished gold movements will not 
be of the magnitude that they have been in 
the period of disorder. In short, we are not to 
continue in the detached state in which we 
have been since the outbreak of the war, and 
need not expect to have the stimulus of ab- 
normal gold receipts. 


Interest rates upon Reserve credit at present 
are not high in view of credit conditions over 
the world, and of the vast absorption of credit 
which has been going on in this country. The 
fact is that demands for credit have been scaled 
up to the increasing supplies available in recent 
years, and have continued upon that basis after 
supplies have ceased to increase. The Monthly 
Review of the Reserve Bank of New York in 
the August number bluntly says that the 
banks are overloaned, the evidence of which 
is that too many of them have been borrowing 
at a season of the year when they should be 
out of debt and have their decks clear for tak- 
ing on more business in the period of natural 
expansion—September-December. 


If this credit expansion was due to general 
business expansion it would be in large degree 
uniform among the banks, but there is conclu- 
sive evidence that this is not the case. The 
Governor of the Federal Reserve Bank of 
Richmond, Mr. George J. Seay, laid before 
his Board of Directors on August 9 a memo- 
randum which he had prepared, discussing the 
credit situation with special reference to that 
district tt including the general situation. 
The Board directed that it be printed and sent 
to all the member banks of the district, by 
which it became public. This memorandum 
shows that on July 31, 1928, aggregate member 
bank borrowings in that district were $58,415,- 
018.29 against $20,029,113.78 on July 31, 1927. 
From among numerous pertinent comments 
we reproduce the following: 


There were 287 borrowing banks out of a member- 
ship of 561. From this it will be seen that certain 
member banks were borrowing from us nearly the 
full amount of all reserve deposits, while 48% of our 
members were borrowing nothing. 

If the present expanded condition of credit had 
been brought about by the orderly conduct of com- 
mercial business, which in its nature is self-liquidat- 
ing, it would be a different matter, but that is not 
the case. 

The impression seems to exist with those banks 
which have written to us that the increase in the 
aggregate of bank loans on securities was almost 
entirely in the banks of New York City. To the 
contrary, the FEDERAL RESERVE BULLETIN of 
July shows that the increase in security loans of the 
reporting member banks above referred to outside of 
New York City was not far from twice the amount 
of such loans in New York City banks, 

It is not intended in this memo to go more than 
superficially into the causes and the nature of the 
absorption of bank credit; the simple purpose is to 
show that a very marked degree of credit expansion 
exists and that it is still going on concurrently with 
a decrease in the gold base, upon which bank credit 
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is built up. The credit structure therefore is not as 
strong as it was, and it cannot continue to be weak- 
ened by further expansion of credit without penalty. 
One of the penalties of an é6&panded condition of 
credit is a rise in interest and discount rates, and 
the cause for the rise up to this point is made suf- 
ficiently clear I believe in the foregoing. It is not 
an artificial situation by any means, as some are 
saying; it is the nat result of acts which have 
preceded it and led up to it. 


The chief purpose in establishing legal reserve 
requirements is to limit credit expansion within the 
bounds of safety in the light of experience. A reserve 
which has been used or has been partly or largely 
used is not intact. The use of any part is a sign 
that credit is expanded beyond the limit contemplated 
when reserve requirements were law. Re- 
serve is exactly what the name implies, The Federal 
Reserve Act provides means by which it may be 
lawfully used, in part, when necessary for certain 
seasonal purposes or to meet emergencies. Obviously, 
it was not intended that any large part of it should 
be continuously in use; otherwise, the reserve, at least 
to that extent, would not be there. The gold supply, 
in any event, places a limit upon the volume of credit 
which can be issued. When the gold supply dimin- 
ishes, as it has done recently, in a very short time 
and in a very large amount, in order to avoid a too 
sudden and too drastic curtailment of credit, member 
banks may maintain their reserve balances by bor- 
rowing from Federal reserve banks, AS PROVIDED 
BY LAW; but gradually member banks must—and in 
most cases of their own volition will—seek to reduce 
the amount of their borrowings, and the volume of 
credit in the absence of an increased gold supply 
will have to be adjusted accordingly. 


The Outlook for Money 


As stated above, we believe the time has 
gone by for any reduction of member bank 
borrowings in this year. The normal tendency 
from this time on is for expansion, and all 
signs now point to active business this Fall. 
Under the circumstances, unless there is clear 
evidence that Reserve credit is being diverted 
on a considerable scale to uses not contem- 
plated by the Reserve Act, it may be con- 
sidered improbable that the Reserve banks will 
make any additional effort to restrict the use of 
credit. The member banks will be free to obtain 
all they may wish to place at the service of 
trade and industry, and it is not improbable 
that the Reserve institutions will improve the 
opportunity to replenish their holdings of Gov- 
ernment securities. 

This purpose, we take it, does not give 
promise of lower market rates on non-eligible 
collateral than have been prevailing over the 
last three months, and it would be rash to 
assume that lower rates for that class of paper 
will prevail at any time that now can be 
definitely named. If the demands of general 
business shall relax as usual after the begin- 
ning of the new year, the Reserve authorities 
will be quite consistent if they shall hold the 
time opportune for a substantial reduction of 
member bank borrowings. 


The situation as regards funds available for 
investment or speculative purposes is that 
under the stimulus of extraordinary specula- 
tive activity the demand for funds has over- 
run the normal supply, and reached out in 
every direction for additional supplies, with 
the effect of slowing down the normal invest- 


ment movement and making a bid for funds 
normally devoted to business. The great out- 
burst of speculative buying last Spring, stimu- 
lated by the phenomenal earnings of certain 
well-known corporations is responsible for the 
apparent suddenness of the development. The 
situation will be relieved in time either by 
a relaxation of the demand for speculation 
or by the accumulation of capital by savings. 
The Reserve authorities have shown no incli- 
nation to supply Reserve credit to relieve 
it, and are not in the least likely to do 
so as long as the bull element on the stock 
exchange gives continual evidence of its desire 
to obtain more credit. Every outburst of 
speculative enthusiasm is evidence of a readi- 
ness to absorb an indefinite amount of credit if 
made available. 


Criticism of Reserve Policy 


Interest in the “street” has centered upon 
Reserve policy, with surmise and rumor busy. 
Opinions have been rife, from the oldest 
broker, who remembers every exciting occa- 
sion on the floor over the last fifty years, to 
the new-made millionaire, whose success in 
the great hull market has been made dazzling 
by his disregard of all sound principles of in- 
vestment, and who pronounces the Reserve 
policy “outrageous.” 

It must be recognized, however, that this 
is not the only class of criticism which has 
been offered, and that some of it comes from 
sources which are entitled to respect. When 
the Wall Street Journal, the Commercial and 
Financial Chronicle and the Journal of Com- 
merce are named as critics of Reserve policy 
it is worthwhile to take notice of what they 
say. The statement, however, is less impres- 
sive when the fact develops that they have not 
criticized it for the same reasons and are not 
in agreement in opposition to the present 
policy. 

The first named holds the opinion that since 
money is being attracted to the stock exchange 
by high interest rates, the correct policy for 
discouraging the increase of brokers’ loans 
would be by having credit made available for 
them at low rates. In that case, it argues, the 
market would have no need to offer the induce- 
ment of high rates, and meney would be cheap 
for all purposes. 

On the other hand, the criticisms of the 
Chronicle and Journal of Commerce have been 
directed particularly to what they hold -has 
been unwarranted hesitancy and delay in rais- 
ing the official discount rates, and to neglect 
or mistaken action in other ways which have 
contributed to an undue expansion of credit. 
The following is from an editorial in the 
Chronicle of August 4, 1928. 

For ourselves, we cannot refrain from saying it 


ill becomes the Federal Reserve authorities to criti- 
cize the banks for doing what the Federal Reserve 
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policy directly impelled them to do, Who is responsible 
for the speculative folly, the ill effects of which are 
now visible on every side? Not the banks, no matter 
how their course is to be deprecated, but the Federal 
Reserve, every move of which during the last twelve 
months has been fraught with latent mischief. Did 
not the Federal Reserve banks last summer reduce 
their rates of rediscount to 3% per cent, even com- 
pelling one obstreperous Reserve bank in the West 
to make the reduction against its emphatic objection 
and protest? At that time, the member banks were 
not borrowing, as they are today, over $1,000,000,000 
at the Reserve banks, but barely half that amount, 
and could not be induced to increase their borrow- 
ings even at the low rate of 3% per cent, since they 
had no use for the money. Did not the Reserve banks 
then undertake to thrust out Reserve credit on un- 
willing banks by purchasing several hundred million 
dollars of Government bonds, thereby flooding the 
market with Reserve funds to a _ corresponding 
amount? 


This is sharp criticism, but not for making 
credit dear. 

The reduction of the discount rate in 1927 
is an old subject of controversy. We have re- 
ferred to it before and agreed that a basis 
existed at the time for a difference of opinions 
over the wisdom of the action. It is not dis- 
puted that a reduction of Reserve rates tends 
to make money cheaper, but the defence of 
last year’s action is that the reduction was 
made to avert gold imports, which would have 
exerted a still greater influence for cheap 
money. 

In July of last year the dollar exchange rate 
in London was ruling but slightly above the 
point at which gold would move to New York. 


The following from the well-known financial 
weekly of London, the Statist, of July 16, 
1927, is an example of newspaper comment at 
the time: 


The autumn season is approaching and no appre- 
ciable improvement in the sterling Exchange situa- 
tion is yet apparent. Each week goes by without an 
influx of gold into the Bank. The Reserve is at pres- 
ent no higher than it was at the beginning of the 
year. The gold available on the open market is in 
the bulk taken by undisclosed customers of the 
Bank. That it is kept earmarked for their account 
in London is indicated by the fact that no revelation 
of the said gold movements is to be found in the 
weekly figures of gold exports. 

The Bank is no doubt counselling the smaller cen- 
tral banks of Europe to purchase gold at the present 
moment, since were it not for these purchases, the 
gold would be bought at a slightly lower price by 
American interests, and on the basis of a dollar rate 
slightly below 4.8544, which at present obtains, could 
profitably be shipped to New York. 


This was in July, and there was reason to 
apprehend that when Fall came with the addi- 
tional pressure on the exchange always caused 
by the movement of farm products from this 
country, the rate would decline farther. The 
New York discount rate was lowered on Aug- 
ust 5, 1927, and the effect upon exchange was 
immediate. The inducement to transfer funds 
to New York was lessened, transfers were 
made in the opposite direction, the exchange 
rate moved away from the gold export point, 
and did not approach that point again during 
the remainder of the year. Indeed, it rose to 
$4.88 and a fraction above. And not only was 
the danger of gold imports into this country 
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removed but the rise of the pound sterling 
made the situation more favorable for Euro- 
pean purchases of American farm products 
during the ensuing Fall. 


Admitting ground for disagreement over the 
policy at that time, justice cannot be done the 
Reserve action without giving due considera- 
tion to the main purpose in, view and to the 
fact that it was accomplished. Moreover, as 
the Chronicle states, no increase of member 
bank borrowing followed the reduction until 
in the Fall, when it is the usual thing for bor- 
rowing to occur for commercial purposes. 

It is true that the Reserve banks bought 
securities in the Fall and up to the end of the 
year, which was for the purpose of prevent- 
ing a contraction of credit, while the Fall 
season of trade was in swing. They began 
selling these securities after the beginning of 
the new year, The policy was a consistent one 
of endeavoring to stabilize the credit situation. 

There is good reason for saying that if the 
Reserve authorities have erred, it has been in 
failure to act promptly enough in an effort to 
check the absorption of Reserve credit by the 
speculative market, but, however that may 
have been, the developments of last Spring 
spurred them to action, and the important 
question now is as to present policy. The 
Chronicle has been urging for a long time 
that credit expansion was going on at an un- 
warranted rate. In its issue of August 11 it 
says: 

It is the increase of over $1,800,000,000 in the total 
of brokers’ loans during the last two years, and the 
fact that the banks now find themselves loaned up 
to the top notch in the endeavor to finance the specu- 
lation represented by this enormous increase in secur- 
ity lending, that is responsible for the repeated calling 
of loans, day after day, in amounts running from 
$10,000,000 to $50,000,000 with the resulting spurt in 
call loan rates to 7%, 8% and 10%. If there were no 
such prodigious volume of loans outstanding, there 
would be no necessity for such extensive calling of 
loans as is now being witnessed, Again, if the banks 
were not already overloaned, the calling of loans 
would not be attended by any such high rates. It is 
there where a corrective must be applied. All other 
considerations may well be waived. 

The views of the Journal of Commerce upon 
the rate reduction of last year have been in 
agreement with those of the Chronicle. It has 
been and is a firm advocate of credit restric- 
tion. Its editor, Dr. H. P. Willis, was the first 
Secretary of the Federal Reserve Board, and 
probably had as large a part in framing it as 
any one person. In a signed article in the 
Journal of July 16, 1928, he says: 

Another advance in discount rates, such as has now 
taken place in four districts, was practically certain 
as a result of recent developments. It became so 
from the time that the great renewal of the upward 
movement in brokers’ loans manifested itself. The 
question whether the advance in rates will now spread 
throughout the system has been greatly debated and 
virtually decided by New York’s action. However, it 
is not the fundamentally important question. That 
question is whether the banking community, co-oper- 
ating with the brokerage community, will or will not 


bring about a decided reduction in the brokers’ loan 
account, If it will do so there will be no necessity 
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for the advance in rates to spread through the system. 
But a reduction in the inflated loan account must 
evidently be brought about, for the simple reason 
that a general reduction in our credit has been made 
necessary by the continuing shipments of gold. These 
simply raise the question whether the reduction which 
must be effected shall occur in commercial loans or 
in brokers’ loans, 

Two of the three authorities referred to 
therefore are in favor of a firm Reserve policy. 
The theory that Reserve rates should be low- 
ered and the speculative demands for credit 
supplied freely in order to avert an increase of 
interest rates would be an abandonment of 
all efforts at restraint upon credit expansion. 
It is in opposition to central bank practice 
everywhere and not the kind of economics 
which the Wall Street Journal usually offers. 

It is true that high interest rates for brokers’ 
loans tend to draw money from the country, 
but the volume of brokers’ loans certainly is 
not greater than it would be if money was 
made available at lower rates; on the contrary, 
no other justification for credit restriction need 
be offered than a suggestion as to what 
brokers’ loans would be today if money had 
been abundant at low rates over the last three 
months, and what volume they would go to 
if rates were reduced and the supply increased! 


It is true also that interest rates are higher 
on money for all purposes. The bids of the 


stock exchange for money at high rates have 


been attracting money from the country; 
nevertheless the total of brokers’ loans is not 
as high as at the beginning of June. In the 
meantime the exchange traders have been 
paying the highest of all rates, and they are 
confronted by a situation in which their suc- 
cess would be their ruin; for if they should 
attract money enough from the country to slow 
down business, in their efforts to finance an- 
other stock market rise like that of last Spring, 
the results will be anything but pleasing from 
their own standpoint. A well-known econo- 
mist has recently said that all stock market 
booms eventually commit suicide, and it may 
be added that they do it by running a course 
which is counter to the business interests of 
the country. 


Stock Exchange Opinion 


The atmosphere of the stock exchange in a 
time like the present is made largely by bull 
traders and those who cater for their busi- 
ness. The burden of their lament is that they 
are discriminated against and their rights lim- 
ited, because credit is not available with which 
to carry prices higher. If credit were supplied 
to serve their purposes and they sold out at 
higher prices, the purchasers would offer the 
same plea in their own behalf, and so on ad 
infinitum. 


The stock exchange has its legitimate func- 
tion, but it is not a basic industry, and it would 


be absurd to claim that the stock market is 
entitled to have all the credit it wants first, 
and that trade and industry may have what is 
left of the available supply. By all rules the 
reverse is true, the creation of wealth preced- 
ing investment, and investment in the security 
market for surplus funds following naturally. 
There is no valid claim on the banking system 
for credit simply for the purpose of buying 
something in the hope of selling it at a higher 
price. That is something which any one is 
privileged to do with his own money, or with 
borrowed money if he can obtain it, but there 
can be no obligation to supply it, for there is 
practically no limit to such demands. Gold 
is the basis of bank credit, and the latter must 
be kept in due proportion to the gold reserves. 
To grant credit without relation to the gold 
reserves would be the same as printing money. 

Such periods of credit absorption at the 
stock exchange as were witnessed last Spring 
have little to do with the legitimate functions 
of that institution and render no useful serv- 
ice. Rushing up the prices of stocks does not 
give employment to labor or increase the pro- 
duction of wealth. It is of no concern to the 
public whether one person or another holds a 
certain stock at the time of its appreciation in 
value, and it would be better if the movement 
of market values kept a more uniform rela- 
tion to the growth of real values than they 
do under the influence of speculative excite- 
ment. 

Indeed the rushing up of market prices 
tends to put the entire industrial organization 
under strain, by creating a market capitaliza- 
tion based upon anticipation instead of real- 
ities. Periods of speculative and excessive 
credit expansion long have been recognized as 
the chief cause of the business cycle, tending 
to disturb the process of orderly growth and 
development and involve all business in hectic 
periods of inflation and excitement, followed 
by disastrous periods of reorganization, de- 
pression and unemployment. All plans and 
suggestions for modifying the course of the 
business cycle have for their principal theme 
the need for a rational stabilization of credit. 

The stock exchange plays a useful and im- 
portant part in the distribution of securities 
and thus in financing the industries. We have 
described them frequently and at length in 
this publication and are glad of the opportu- 
nity to call attention to an illuminating ex- 
position of them in an address delivered by 
Mr. E. H. H. Simmons, President of the New 
York Stock Exchange, before the Wisconsin 
Bankers’ Association at Milwaukee on June 
27, 1928. We advise our readers who are in- 
terested to procure a copy in pamphlet form. 
It is an authoritative statement by a man thor- 
oughly qualified to speak for the solid mem- 
bership of the Exchange. We are able only 
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TO _________ 


to give the following extract, which is particu- 
larly applicable to present discussion (p. 11). 


The italics are our own. 


A final consideration lies in the fact that brokers’ 
loans in practice act as a sort of buffer to commercial 
loans. When credit deflation becomes necessary, it is 
always brokers’ loans that are deflated first. Thus 
these loans represent a surplus which can be employed 
for other purposes, should the occasion arise. The 
events of 1919-1921 clearly showed the truth of this 
assertion. The peak of the call loan market was 
reached in November 1919, after which these loans 
were rapidly deflated. By the late fall of 1920, over 
half a billion dollars had been squeezed out of brokers’ 
loans, but meanwhile the total volume of loans by 
all American banks had risen very greatly, thus 
indicating that the credit obtained by deflating 
brokers’ loans in Wall Street was being used to lend 
to farmers, merchants and manufacturers all over the 
United States. Furthermore, after 1921 many corpo- 
rations were enabled to retire frozen commercial loans 
at their banks by floating new company securities in 
Wall Street. But these new security flotations being 
unseasoned, had to depend on the market for brokers’ 
loans in large measure to carry them until they could 
be distributed to permanent security investors. In 
this way, the security collateral loan market in Wall 
Street represents a surplus market which in the past 
has shown its ability to act as a buffer for commercial 
loans in times of deflation and in particular instances 
to liquify frozen commercial loans. Our brokers’ 
loan account today is large mainly because our sur- 
plus of capital in America is large. We should have, 


I feel, few fears that our banking authorities will 
allow brokers’ loans to absorb an undue amount of 
the credit of our national banking establishments. 

It will be noted that this address was de- 
livered after the severe break in the market 
which occurred about the middle of June, 
when interest rates in the call market rose to 
8 per cent. Mr. Simmons was speaking there- 
fore in the presence of the fully developed sit- 
vation and he has recognized the fact that the 
funds properly available for stock operations 
are the surplus funds, i. e., funds not at the 
time needed in industry and trade. It is such 
funds that have been the basis of the great 
stock exchange activity of recent years. We 
have no doubt that the main body of stock 
exchange members, like other business men, 
rely upon the banking authorities (Federal 
Reserve authorities) to protect the general 
business situation by attending to it “that 
brokers’ loans do not absorb an undue amount 
of the credit of our national banking estab- 
lishments.” 


(This discussion will be concluded next month under 
the heading, “The Functions of Central Banks.”) 


The Bond Market 


With continuing firm money rates and mid- 
summer apathy the dominant controlling fac- 
tors, the bond market during the month of 
August was an extremely quiet affair. Price 
movements remained steady with a firming 
tendency later in the month, indicating that 
the relation between yields on long term 
fixed interest bearing securities and current 
money rates has become fairly well stabilized. 

The substantial decline in the averages from 
the high levels of the year has been strictly 





a money affair. Good securities have declined 
with the poor; in fact, the most substantial 
recessions have occurred in the highest grade 
issues which, because of their strictly invest- 
ment status, are more sensitive to money con- 
ditions. The prevailing lower level of such 
securities in no way reflects upon their in- 
trinsic investment merits. The decline in 
many cases has occurred in the face of en- 
larged equities and improving security. There 
is growing evidence that larger institutional 
and private investors who try to gauge their 
purchases to the market are satisfied that 
present prices are attractive from a long 
range standpoint and that higher levels may be 
looked for as soon as the long-time trend has 
had a chance to reassert itself. 


The Dow Jones average for forty domestic 
corporate issues (ten high grade rails, ten 
second grade rails, ten industrials and ten 
public utilities) on August 25 was 96.13 as 
compared with 99.48 the year’s high, and with 
95.61 the low for the year established earlier 
in the month. Just as the decline was most 
drastic in the high grade issues, so has the 
recovery to date been most pronounced in this 
same group. The average for the high grade 
rails, for instance, is now well over a point 
above the year’s low as compared with an 
advance of .52 in the average for all groups. 
It is logical to expect that any market recovery 
resulting directly from improved money condi- 
tions will be most pronounced in strictly 
investment issues, 


U. S. Treasury Issues Lag 


Being the most sensitive of all fixed interest 
bearing securities to money market conditions, 
U. S. Government bonds could make little pro- 
gress marketwise in the face of prevailing 
high interest rates for both time and call 
money. The demoralized condition of the mar- 
ket several months ago was of course due to 
heavy liquidation by banks who were using 
every reasonable means to reduce their in- 
debtedness to the Federal Reserve. Prices 
have recovered somewhat from the low points 
reached at that time although the market as 
a whole has been extremely inactive. 

The table below gives the high and low for 
the year on these issues together with present 
market and yield: 

Cur. Cur. 


Range 1928 
High Low Market Yield 


Liberty 3%s, 1932-47....101.26 
Liberty lst Convertible 

4%s, 1932-47 
Liberty 3rd 4%s, 1928..101. 
a 4%s, 1933- 


Treasury 4%s, 1947-52..116.6 
Treasury 4s, 1944-54....111.12 
Treasury 3%8s, 1946-56..108.10 102.8 103.18 
Treasury 3%s, 1940-43 99.14 98.00 98.20 

NOTE: Quotations after decimal point in the above 
table represent one or more 32nds of a point. 


99.10 99.19 3.53 


100.00 101.1 3.93 
99.31 100. 3.47 


100.9 101.7 3.99 
109.30 111.9 
104.26 106.10 


143 





September, 1928 


The market is now awaiting formal an- 
nouncement by the Secretary of the Treasury 
of the terms of the Government’s September 
financing. Funds must be provided to take up 
the outstanding portion of the Third Liberty 
414s which mature on September 15. Accord- 
ing to latest advices there are still about 
$1,000,000,000 of this issue in the hands of the 
public, this after the June offering of Treasury 
3¥%s of 1940-43. Although the announcement 
of total purchases made by the Treasury under 
its outstanding offer to pay par will not be 
made until shortly before the bonds mature, it 
is believed that such purchases will not re- 
duce the outstanding bonds below $800,000,000. 
The Third Liberties were the most widely dis- 
tributed of all the Liberty issues and, in view 
of the Treasury Department’s experience with 
the Second Liberty issues, it seems probable 
that small scattered holdings will come in 
slowly even after interest has ceased and that 
the Treasury therefore will be under no ne- 
cessity for providing cash for the total amount 
immediately. In view of the unsatisfactory 
market conditions prevailing at present, an- 
nouncement of terms for current Treasury 
financing is being awaited with more than 
usual interest because the terms will indicate 
to a certain extent the Treasury Department’s 
judgment as to the market future. 


Municipals in Stronger Position 


Although the municipal market has recently 
experienced the dullest period of the entire 
summer, dealers generally report that they are 
carrying a smaller volume of bonds than at 
any time in several years. Stocks have been 
well liquidated, even at sacrifice prices where 
necessary, because bank carrying charges at 
prevailing interest levels have been so high as 
hardly to justify a policy of waiting to break 
even. A scarcity of high grade long term is- 
sues is in immediate prospect as a result of 
the light supply of new offerings and the sold 
out condition of dealers’ shelves. There is a 
moderate demand from larger individual in- 
vestors who have felt for some time that pre- 
vailing levels are attractive for long term 
commitments and from institutional buyers 
who have been holding off during the decline 
but whose accumulation of funds hardly justi- 
fies the continuance of a waiting policy, par- 
ticularly when prime issues can be purchased 
at levels substantially below last winter’s high 
records. High grade issues which early in the 
year yielded as low as 3.80 per cent. to 3.90 
per cent can now be purchased to yield from 
4.10 per cent to 4.20 per cent, a change in yield 
which on a 20-year maturity means an actual 
decline in price of around 4.25 points. Tax 
free municipals selling on a 4.20 per cent basis 
produce a yield to corporations equivalent to 


the net return of a taxable bond yielding 
about 4.80 per cent, after making allowance 
for the 12 per cent. corporation tax. Individu- 
als with incomes of $100,000 or over obtain 
a return equivalent to the net return of a 
taxable bond yielding about 5.60 per cent. 

The volume of new municipal offerings dur- 
ing recent weeks has reached record low fig- 
ures. According to the “Bond Buyer” there 
were publicly offered during the first three 
weeks of August, 1928, a total of only $14,- 
000,000 in issues of $500,000 or over, compared 
with over $45,000,000 of similar issues appear- 
ing during the same three weeks of 1927. Much 
scheduled financing has been deferred for the 
time being in view of high interest costs and 
it is quite likely that if and when conditions 
improve these postponed offerings will appear. 
With the municipal market in such excellent 
technical position and with the visible supply 
of new offerings in no way abnormal for this 
season, it appears that conditions are favorable 
for orderly progress. 


Cuba Abandons Sugar Restriction 





Announcement has been made by President 
Machado of Cuba that in the exercise of the 
discretion vested in him by the law of that 
country authorizing restriction upon the pro- 
duction of sugar, he has decided against any 


restriction of the crop now maturing. The 
announcement is understood to be in response 
to representations that have been made to him 
by communications and visiting delegations in 
behalf of the sugar industry of Cuba. The 
tenor of these representations may be judged 
by the following copy of the body of a joint 
letter from the principal producing companies: 


Mr. President: 


We understand that it will be acceptable to you to 
have an expression of opinion from us as to the advis- 
ability of continuing or discontinuing the restriction 
of the sugar crop by governmental decree and the 
operations of the Export Company, and accordingly 
we are taking the liberty of submitting to your high 
consideration our views on these two points. 

It is the considered opinion of the sugar companies 
which we represent that restriction of output by gov- 
ernmental decree should be discontinued, beginning 
with the next crop, and that the laws which authorize 
it should be repealed with the exception, possibly, of 
the existing prohibition against clearing and planting 
new monte lands which it is perhaps advisable to con- 
tinue in force for at least another year. 

It is also the considered opinion of the interests 
which we represent that the Export Company should 
be dissolved and liquidated. 

We believe that the best interests of the sugar 
industry in Cuba require that the industry be freed 
of all restrictions and permitted to rehabilitate itself 
along economic lines, 

With assurances of our highest consideration, we 
remain, Mr. President, 


Very respectfully, 


An organization, essentially Cuban in char- 
acter, representing the sugar industry of Santa 
Clara province, including proprietors and 
colonos, presented a petition of similar import 
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on the same day, and other important pro- 
ducers throughout the Island have made 
known that they hold like views. It is evident 
that a substantial majority of the producers 
favor the abandonment of restriction upon 
production. 


President Machado gave his assent to the 
policy of restriction in 1926, when it was evi- 
dent that the industry was facing a very seri- 
ous situation. It is due the President to say 
that he has shown a very earnest desire to 
find a solution of the grave problem, and has 
given his best thought and labors to it with 
perfect fidelity to the interests of Cuba and a 
sincere desire to be just to all interests. 


The experiment with Governmental relief 
for sugar in Cuba has worked out very much 
like the experiment with rubber in the British 
colonies of Asia. In both cases results led to 
the conclusion that domestic restriction was 
promoting foreign competition, and that the 
sooner the industry was set free upon its own 
resources and set about adjusting itself to 
existing economic conditions the better for 
the industry. All restrictions upon the pro- 
duction or sale of rubber in the British colonies 
will come off on November 1 next. In Cuba 
one feature of restriction remains as yet un- 
disposed of, inasmuch as legislation is re- 
quired. One of the features of the act of con- 
trol was a provision for a Government Export 
Corporation, the capital of which was raised 
by a compulsory allotment upon the producers, 
to which was confided “the exclusive sale of 
all sugar over and above that allocated to the 
United States or consumed in Cuba.” This 
was upon the theory that a single selling 
agency would be able to sell the crop more 
advantageously than the producers selling 
separately, and competing with each other. 
Doubtless there are possibilities in coopera- 
tive selling, but serious objections lie 
against the compulsory feature. It puts an 
inhibition upon initiative and enterprise on the 
part of the individual producers in finding 
markets for their own products, and the same 
arguments exist in favor of freedom in dis- 
position as for freedom in production. There 
is no reason why the producers should not be 
permitted to cooperate in so far as they desire 
to do so, but they are nearly unanimous in 
their desire to be allowed to manage their 
affairs in their own way. 


Unquestionably the sugar industry has 
strenuous times ahead of it. Production will 
be larger in Cuba next year than this year, but 
Cuba as a whole ranks as a low-cost pro- 
ducer, and may expect in the long run to play 
a larger part in world markets under free 
competition than under any scheme of regu- 
lated production, Nevertheless, there is a 
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trying period of readjustment to pass through, 
and the producers ask that they may enter 
the struggle with free hands. Their hands 
will not, however, be entirely free so long as a’ 
distinction is made by law between the portion 
of their output which may be sold in the 
United States and the portion which must be 
sold elsewhere and they are compelled by law 
to sell the latter through the medium of an 
official export corporation. 


The Record of Restriction 


Like nearly all branches of agriculture the 
sugar industry was violently affected by the 
war. Production was interrupted upon the 
Continent of Europe and expanded elsewhere, 
with the result that when the European pro- 
duction regained pre-war proportions the 
world supply of sugar was greater than could 
be sold at remunerative prices. 


As is the usual thing in all countries under 
such conditions, many persons figured out that 
if all the producing countries would curtail 
production in a corresponding degree for a 
few years, until consumption had time to catch 
up, fairly remunerative prices might be main- 
tained without giving consumers any cause 
for complaint. 


Cuba led off in an effort to achieve an un- 
derstanding among the producing countries, 
and as a pledge of her own sincerity proceeded 
to curtail her own production. 


The sugar crop year in statistics begins with 
September Ist. The policy of restriction was 
inaugurated in the year 1925-26, grinding be- 
ing stopped near the end of the season with a 
production of 4,884,658 tons, against a pro- 
duction of about 5,100,000 tons in the previous 
year. In 1926-27 the beginning of grinding 
was postponed until January Ist, and the pro- 
duction restricted to about 4,500,000 tons. 


In the crop year, 1927-28, the beginning of 
grinding was delayed by official action until 
January 14th and production was fixed at 
4,000,000 tons. The permitted production was 
allotted to producers on the basis of previous 
production. 


According to the estimates of the Secretary 
of Agriculture for Cuba, in 1927 an amount of 
cane equal to 40 per cent of the harvested crop, 
and in 1928 an amount equal to 37% per cent of 
the harvested crop was left uncut in the 
fields ; an appalling sacrifice for Cuba to make 
out of her share of the world’s production 
(about 17 per cent). What other industry 
competing in the markets of the world could 
stand such a handicap as that? 


The particulars as to the last three Cuban 
crops and the production of sugar therefrom 
are as follows, by official reports: 
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Average 
p. ptr aad Vatue of price paid to Sugar produced 


(in tons) left over sugar® Crops colones per pound in long tons 
910,000 $ 45,000,000 1925-26 2.22 4,876,000 
1,830,000 109,000,000 1926-27 4,508,000 
1,500,000 79,000,000 1927-28 4,040,000 





Arrobas of cane 
left standing (less Sugar 
10% of actual Yield 
690,000,000 11.64 
1,415,000,000 11.44 
1,120,000,000 11.86 


Value of 
crop in dollars 
$242,000,000 
268,000,000 
214,000,000 





* On the basis of average price paid to colonos. 





No Decrease of World Production 


The world crops of sugar, cane and beet 
combined, in the last three years have been 
respectively as follows: 

1925-26, 24,611,951 tons 
1926-27, 23,746,947 “ 
1927-28, 25,117,877 “ 


It will be seen that from 1925-26 to 1927-28 
world production increased by approximately 
506,000 tons, although the Cuban production, 
which is included, was voluntarily reduced by 
873,000 tons. Outside of Cuba the increase 
was 1,379,000 tons. 

Leaving Russia out of the account, because 
that country at present neither imports nor ex- 
ports sugar, the world’s crops outside of Cuba 
have been as follows: 

18,685,000 tons in 1925-26 
18,367,000 “ “ 1926-27 
19,635,000 “ “ 1927-28. 


These figures show a net increase from 1925- 
26 to 1927-28 of 950,000 tons. 


In the latter part of 1925 the price of Cuban 


raws at New York, including cost and 
freight, but not the import duty, touched 
the low point of 2.18 cents per pound. 
This was a very low price even before the war, 
and wages, machinery costs and overhead are 
higher now. Prices in recent months have been 
not far from the prices of 1925. On the New 
York Sugar Exchange raw sugar contracts, 
July delivery, sold in that month as low as 2.16 
cents, cost and freight, but exclusive of duty. 
The price has firmed up slightly in the past 
month, but the outlook for remunerative prices 
so far ahead as can be seen is not hopeful. 

To the hardship of a low price has been 
added the sacrifice of a large proportion of 
the crop, left standing in the fields after the 
expense of producing it had been borne, in- 
cluding the cost of maintaining the entire 
capital equipment, which is no greater for 
a full crop than for a partial one. That, how- 
ever, is far from including all of the losses re- 
sulting from the restriction. Even if net re- 
sults to estate proprietors and mill-owners 
had been no larger on a full crop than on the 
partial one, all other interests in the Island 
have suffered by the loss of tonnage handled. 
The wage-workers have had less employment, 
the merchants have had less trade, the Gov- 
ernment has had less revenues, and all the 
trades and occupations have had less business. 
Sugar is the original source of most of the pur- 


chasing power circulating in Cuba, and since 
every dollar of income brought in from abroad 
by this product passes from hand to hand many 
times, the market value of the sugar in the 
unground cane gives but an inadequate idea 
of the total loss to the people of Cuba and all 
of the interests concerned. The small cane- 
growers, tenant farmers and the wage earn- 
ing people inevitably have suffered most seri- 
ously, because they have lost their dependence 
for livelihood. 

The net result of the restriction has been that 
Cuba has sacrificed tonnage and got no bet- 
ter price per pound for sugar than before. It 
may be that the price would have been lower 
if she had not sacrificed tonnage, but it would 
have been lower for the producers of all other 
countries also, and there is reason for thinking 
that the problem for Cuba would have been 
nearer solution than it is today. As it is she 
has made a sacrifice for the entire industry and 
the effect has been nullified by increased pro- 
duction elsewhere. 


The European Conferences 


Conferences were held in Europe last year 
with a view to enlisting the cooperation of 
other producing countries, Colonel J. M. 
Tarafa, a leading sugar producer and man of 
large business experience, Chairman of the 
Cuban Sugar Commission, representing Cuba. 
The conferences were reported satisfactory, 
except that no encouragement was received 
as to participation by the Java producers, who 
are the most formidable competitors the Cuban 
producers have to meet in world markets, both 
on account of volume of production and low 
costs. 

Another serious development was the con- 
cern manifested in Great Britain over the re- 
ports of a possible world consortium to con- 
trol the price of sugar. Great Britain ranks 
next to the United States as a consuming mar- 
ket, taking nearly 2,000,000 tons yearly. News- 
paper comment in England has indicated a re- 
action to the prospect of sugar control some- 
thing like the American reaction to rubber 
control. This was the more likely, because 
Great Britain already is committed to the pol- 
icy of giving substantial encouragement to the 
production of sugar at home and within the 
British Empire. Since the first revision of war 
taxes, which included an import duty on sugar, 
the British Government has maintained a pref- 
erence for sugars produced within the Em- 
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pire, as a part of the system of preferences 
designed to promote Empire trade; and a few 
years ago, mainly for the purpose of estab- 
lishing a new industry for agriculture in Great 
Britain, an act was passed providing for the 
payment of graduated bounties for the term of 
ten years upon beet sugar produced within the 
home country. The act contemplates that 
these bounties shall be temporary, decreasing 
annually until they cease entirely. Under this 
encouragement the industry has progressed to 
the extent of producing in 1928 approximately 
200,000 tons of sugar, while cane production 
in the colonies, after providing for colonial 
consumption, amounted to over 500,000 tons. 
Colonial production has doubled under the 
preferential treatment and beet and colonial 
sugar together now supply about 38 per cent 
of the home market needs. 

The duty on foreign refined sugars entering 
Great Britain is now 2.53 cents per lb., and 
upon foreign raws, 1.76 cents per lb., which 
practically excludes foreign refined. The duty 
on Empire raws is .95 of one cent, hence the 
preference is .81 of one cent. The colonies 


are now bringing strong pressure to bear for 
free admission, urging that if granted they 
will be able within ten years, together with the 
beet production at home, to fully supply the 
British market. 


It has seemed probable that the completion 


of an effective consortium of sugar producers 
and a subsequent advance of prices, even 
though the advance was not actually unreas- 
onable, would do much to influence the British 
Government in favor of further assistance to 
Empire production, and if this should be the 
case the results would far more than offset any 
gains that the sugar producers of Cuba ever 
could get from the proposed international 
agreement. 

Another consideration of moment is the re- 
lation of Cuba to the United States market. 
This always.must be the most important mar- 
ket to Cuba. The reciprocity treaty gives Cuba 
an advantage of 20 per cent on the regular cus- 
toms tariff as against other foreign sugar, 
but the competition most threatening is that 
of beet sugar of domestic production and cane 
sugar from the insular territories. In view 
of the fact that Cuba has a larger production 
than can be sold in the United States, her 
surplus which must be sold elsewhere makes 
the price on her entire crop, and she gains 
nothing in price from the reciprocity treaty. 
She gains, however, in the fact that the in- 
ducement to increase the supply of duty-free 
sugars is less than it would be if the full duty 
of 2.206 cents per Ib. was effective. It could 
hardly be otherwise than that a world consor- 
tium to regulate the price of sugar which 


would increase the cost of this country’s im- 
portations would tend to strengthen the argu- 
ment in favor of making this country inde- 
pendent of foreign sugars. In other words, 
it would have an effect here similar to that 
already noted in Great Britain. 


An Effective Consortium Improbable 


There were very substantial reasons for be- 
ing skeptical as to the success of any plan for 
regulating the sugar production of the world. 
Sugar is produced in many countries, and the 
conditions affecting the industry vary widely. 
In the beet producing countries of Europe, the 
growing of beets is a part of the crop rotation, 
and it would be difficult to regulate production 
on any other basis. Again, several of the im- 
porting countries, notably Great Britain, 
France and Holland, are supplied in whole or 
in part by cane sugars from their own colo- 
nies under preferential arrangements which 
cause the colonies to feel assured of their 
markets, and to some extent protected against 
competitive prices. 

An international consortium would be to the 
disadvantage of the country which has the 
greatest natural advantages and the bulk of 
whose production is on a low-cost basis, be- 
cause that country would not get its natural 
share of the business. Moreover, it would be 
of no permanent advantage to the high-cost 
producers, because in the nature of things such 
an agreement cannot be permanent. Industrial 
progress cannot be choked down. 


The Strength of Cuba’s Position 


The sugar industry is indigenous to Cuba. 
The soil and climate make sugar there with as 
small an expenditure of human labor as any- 
where in the world, and with less labor than 
anywhere outside of the tropics. Cuba’s 
proximity to the United States gives her a dis- 
tinct advantage on a common price level over 
the next ranking producer, which is Java. 
The question put up to Cuba was whether she 
should consent to have her chief industry 
regulated by a council of world competitors, 
most of whom are inferior to herself in natural 
advantages, or whether she should let com- 
petition run its course, confident that even- 
tually she will win and hold the position tc 
which she is legitimately entitled. 


The sugar industry of Cuba has elected to 
rely upon its ability to supply its staple food 
product at as low a cost as it can be pro- 
duced anywhere in the world, and President 
Machado’s Government backs it up, offering 
at the same time a plea for considerate treat- 
ment from the big neighbor, the United States, 
from whom Cuba takes the greater portion 
of all her own imports. 
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his meager savings he was young, green and 
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so much in the early days of a business career. 
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